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A Program for Trust Cost Analysis* 


By R. A. KNECHT 
(Philadelphia Office) 


The continuing attention devoted 
to the control of costs for adminis- 
tering individual trust accounts 
stems from the fact that for many 
years trust departments have oper- 
ated at a loss, often of a substantial 
amount. The important cumula- 
tive developments that have 
contributed to the problem facing 
trust managements include: 


(1) Acting for fees quoted many years ago 
and based mainly on income. 


(2) Decrease in the average size of estates. 
(3) Increase in average salaries. 

(4) Increase in necessary services. 

(5) Increase in co-fiduciary appointments 


resulting in a smaller share of commis- 
sions to the trust department. 


With annual deficits facing them, 
the trust departments concerned 
have only two ways of correcting 
the situation: (1) by reducing ex- 
penses and (2) by increasing com- 
missions. Under modern trust 
administration the results of efforts 
to reduce expenses, however mate- 
rial, have generally been nullified 
through the constantly increasing 
duties and responsibilities of trustees 





*This article first appeared in Trusis and 
Estates Magazine. 


which make personnel reductions 
difficult. Progress in this direction 
is also retarded by a desire to ex- 
pand and improve services in the 
interest of beneficiaries. The funda- 
mental solution, therefore, is in- 
creased income since trust 
departments, as any other business 
organization, cannot live with a re- 
stricted income and increasing costs. 
To increase the rate of income, a 
trust officer must have a sound 
basis for the proposed increase be- 
fore approaching a court, a life 
tenant or an executive of an in- 
stitution. 

As later indicated, restrictions on 
improving the status of business on 
hand are greater than those apply- 
ing to new accounts. While both 
the immediate and cumulative re- 
sults of adjustments to current ac- 
counts are helpful, it is through 
business obtained under new con- 
ditions that the full effect of know- 
ing costs will be felt in operating 
results. 


ALLOCATION OF COSTS 


Trust accounts may be divided 
into three general types: agency 
accounts, trusts under deed and 
trusts under will. Another grouping 
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(consisting of all three of the above 
types) should be set up as charity 
accounts representing educational, 
religious and similar organizations, 
since a separate policy usually 
governs the recommendations re- 
sulting from an analysis of these 
accounts. Various trust associations 
have long attempted to develop a 
uniform method of allocating costs 
and charges and, basically, much 
has been accomplished although 
some cities and areas have varia- 
tions in practice according to their 
respective needs. Divergence of 
opinion as to the proper method of 
allocating indirect expenses has per- 
haps slowed down progress in this 
respect. The following general prin- 
ciples of allocations are advanced as 
a basis for the establishment of pro- 
cedures to be used in unit cost de- 
termination and account analysis: 


(1) Elimination of such items as extra- 
ordinary charges and credits against 
trust department income and credit for 
collateral advantages to bank depart- 
ments. 


(2) Inclusion in gross earnings of only exec- 
utor’s and trustee’s fees, commissions 
from income, fees and revenue from 
miscellaneous services in the normal 
course of business. For the purpose of 
determining the gain or loss involved in 
handling a trust account over, say, a 
one-year period, it would be desirable 
to eliminate any extraordinary com- 
pensation or lump sum commissions on 
principal so that the result would rep- 
resent the status of the account on a 
comparable basis with prior years. 


(3) Elimination of any attempt to specially 
account for the cost of interviews with 





clients, preparation of tax returns, in- 
vestment responsibility, disbursement 
of income, etc., since such costs are con- 
sidered on an over-all basis under an 
average cost per investment unit. 


(4) Inclusion in expenses of only direct ex- 
penses and a proportion of overhead in- 
cluding a charge for rental value of 
space used. 


By restricting income and ex- 
penses to the limits outlined, satis- 
factory and accurate results can be 
obtained without using an involved 
method of cost ascertainment. 


AVERAGE UNIT CosT 


The next step in cost determina- 
tion is to establish an average unit* 
cost for the handling of the various 
classes of assets such as stocks, 
bonds, mortgages and real estate 
and, in this connection, it is neces- 
sary to break down each class by 
the number of units and to segregate 
trust department expenses in such 
manner that the cost of servicing 
each class of investment may be 
determined. For example, to ascer- 
tain the cost of a real estate item, 
it is necessary to add to the direct 
cost of operating the real estate 
section of the trust department a 
portion of the3general overhead of 


*By unit of investment is meant a holding 
in a trust account of a particular asset. 
Each investment in an account is considered 
as one unit regardless of amount or character 
since the cost of handling a small or large 
investment in one unit is practically the 
same. The generally larger costs involved 
in mortgages and real estate would be re- 
flected in their respective unit cost figures. 
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the entire trust department. The 
general overhead expenses may be 
apportioned by taking the percent- 
age of real estate units to total units 
of investment and applying that 
ratio to total indirect expenses. The 
cost of handling a unit of invest- 
ment, whether stock, bond, mort- 
gage or real estate, is then 
computed by dividing the number 
of units of investment into the re- 
spective allocated costs. 

Under this method, the accounts 
with fewer investment units stand 
but a small proportion of the ex- 
penses of the larger accounts, and 
the use of unit costs can largely be 
helpful in predetermining—with the 
possible exception of agency 
accounts—whether or not a new ac- 
count will be profitable as well as 
in deciding if accounts already on 
the books are satisfactory. If the 
number of units of different kinds 
of investment in a trust and_ the 
average cost per unit thereof are 
known, the simplest method of ap- 
proximating the annual account 
cost is available. A sound and firm 
policy on the quotation of rates for 
acceptance of new business should 
be predicated on such current unit 
costs and an adequate profit margin. 


ACCOUNT ANALYSIS 


A comprehensive cost analysis of 
all trust accounts should be under- 
taken after unit costs are known 
and, to obtain maximum results 
from such a review, an account 
analysis division within the trust 


department is recommended for the 
conduct of a coordinated program. 
This division would determine 
whether the compensation corre- 
sponds with the services and re- 
sponsibilities involved and would 
cooperate with trust administrators 
in obtaining an adjustment of com- 
pensation, where possible, in un- 
satisfactory accounts. The analysis 
division would also be available for 
advice as to the acceptability of new 
accounts. 

Additional objectives of the anal- 
ysis program include adjustments in 
transaction charges for purchases 
and sales of securities in agency 
accounts and minimum fees where 
inadequate rates exist; reduction of 
unnecessary diversification of in- 
vestments; consolidation of various 
funds of large trusts; limitation of 
special services for unprofitable ac- 
counts; and a review by a real 
estate officer of those accounts 
which contain real estate and mort- 
gages to recommend service fees 
where special work is performed. 
Where services are regarded as 
unusual, they should be specified as 
such to the client and adequate fees 
scheduled therefor. 

The centralized responsibility for 
procedure and results incident to an 
account analysis division should 
contribute to a uniform policy and 
quicker, more satisfactory benefits. 
Reliance upon individual adminis- 
trators to review each account with 
the client results in slower progress 
and a lack of uniformity in present- 
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ing a case to a client. After the 
account analysis division has made 
a careful and impartial analysis of 
accounts from a cost basis, the 
account analyst should submit an 
independent recommendation. This 
conclusion should then be discussed 
with the trust administrator and, 
finally, submitted to senior officers 
for review. 


ESTABLISHING BASIC POLICIES 


Preliminary analysis proceedings 
include such matters as definition of 
policy by senior officers, prepara- 
tion of account information forms, 
determination of follow-up and 
filing procedures, and establishment 
of the sequence in which accounts 
are reviewed. Definite policies 
should be determined at the outset 
on: 


(1) Establishment of a profit margin 
reasonable for trust administration. 


(2) Basis for administration of charity ac- 
counts—often at cost. 


(3) Policy as to resigning as fiduciary where 
accounts are hopelessly unprofitable— 
individual consideration usually 
governs. 


(4) Frequency with which accounts are to 
be analyzed—for example, once in five 
years. 


Full time personnel requirements, 
whose salaries represent the main 
cost of the study, for an account 
analysis division based on a program 
covering, say, 3,000 to 6,000 ac- 
counts over a period of six to twelve 
months would approximate the fol- 
lowing: 


Supervisor—the account analyst. Directs 
the operations of the unit and contacts 
administrators, clients and senior officers. 
Reaches an independent decision. Back- 
ground in trust administration or trust 
operations required. 


Assistant Supervisor. Coordinates most of 
the analysis detail, routes analysis sheets 
among other trust divisions and collects 
the sheets when they are completed. 

Secretary. Handles all stenographic require- 
ments if no typing pool is available, assists 
with analysis details and preparation and 
filing of reports. 


SEQUENCE OF REVIEW 


A recommended sequence for re- 
viewing the various types of trusts 
is (1) charities, (2) agencies and (3) 
trusts, especially since the charity 
accounts are usually serviced on a 
minimum basis. Losses in the first 
group are mainly due to the com- 
paratively small principal values 
thereof, the desired diversification 
of investments and inadequate com- 
pensation. In such accounts of less 
than $100,000, the compensation 
necessary to cover the cost of ser- 
vicing the account may easily ap- 
proach 10% to 20% of the income. 

In agency accounts, compensa- 
tion equal to the estimated unit 
costs and a profit margin should be 
obtained since agencies are not 
necessarily restricted to maximum 
rates for testamentary trusts. An 
effort should be made also to reduce 
costs in these accounts through 
consolidation of investments and 
reduction in the number of 
statements, remittances, security 
lists and special reports, although 
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consideration for further appoint- 
ments from this type of account 
may govern the extent of such 
reductions. 

The trust accounts are probably 
the most difficult with which to 
cope since many accounts will al- 
ready be at the maximum rate basis 
or the trust department may be 
committed to a definite basis of 
compensation through outstanding 
rate letters or through agreements 
included in the instruments. There 
will also be situations where 
requests for adjustments will not be 
made for such collateral reasons as 
age of client, unfortunate invest- 
ment experience, related accounts 
and future business possibilities. 
However, where the commission 
rates in effect are considered inade- 
quate and are below the maximum, 
the facts should be submitted, if 
practicable, to the parties in interest 
and additional compensation re- 
quested. In those trusts where the 
maximum rates are in effect, no 
analysis is necessary unless there 
are related accounts which would 
permit rate adjustments. 

The detailed information re- 
quired by the account analysis divi- 
sion to evaluate the respective ac- 
counts, such as number and value 
of units, compensation, remittance 
data, account activity, and agree- 
ment as to compensation, is gener- 
ally spread throughout the various 
divisions of the trust department. 
A processing plan must be developed 
to collect the many items of detailed 


information required. To control 
the cost of analysis procedure itself, 
it is desirable to limit the personnel 
of that division as outlined and 
utilize the regular personnel of the 
other trust divisions to assemble 
data contained in their records. The 
entire cost procedure should be ex- 
plained thoroughly to such person- 
nel and to the trust administrators 
as well, so that the project will have 
their understanding and confidence. 


ANALYSIS FORM 


The cost analysis form itself can 
be on one sheet of paper using both 
sides. The detailed information de- 
sired may be broken down under 
the seven following headings: 


(1) General—includes account name, num- 
ber, capacity, administrator, analysis 
period covered (for example, one-year 
period), date account was opened and 
co-fiduciaries, if any. 


(2) Unit Analysis—includes a break-down 
of the investment units by type, ap- 
proximate value, number and cost 
thereof by type and in total. The unit 
cost by type is printed within this 
heading. 


(3) Compensation—provides details of var- 
ious commission rates, service fees, 
transaction charges, total compensation 
to trustee and co-fiduciaries, and, lastly, 
the profit or loss for the account. 


(4) Related Accounts—covers details of all 
related accounts such as whether ac- 
count is revocable or irrevocable, 
whether or not trust department is 
acting as executor, the beneficiaries, 
and the known or estimated termina- 
tion dates. 
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Supplementary Data—pertains to num- 
ber of statements and remittances 
rendered, date of last commission 
change, agreement as to compensation, 
number of tax returns prepared, secu- 
rity activity, and other important de- 
tails that may be in a central file. 


(6 


Special Services—includes information 
as to security lists and investment ser- 
vices. 

(7) Recommendation—outlines proposed 
action. 


DIVISIONAL FUNCTIONS 


The requirements of the various 
trust department divisions in the 
analysis procedure are as follows: 


Account Analysis Division— 
writes number of account, name, 
capacity, date of analysis and ad- 
ministrator’s name on analysis form. 
The data may be obtained from a 
runoff of accounts by a tabulating 
division or from the control cards 
of trust ledgers. It is important to 
control the amount of detail work 
performed by this division in order 
to speed the completion of the anal- 
yses and limit the personnel engaged 
in this work. 


Trust Remittance Diviston—indi- 
cates related accounts, account 
activity, special banking accounts, 
special checks and normal remit- 
tance procedures. When this divi- 
sion finds related accounts, the 
principal account form should be 
returned immediately to the an- 
alysis division so that analysis 
sheets may be prepared for the re- 


lated accounts and the accounts 
completed as a group. 


Trust Asset Division—the sheets 
are then forwarded to this division 
and the following information is 
filled in: 


(a) Fair market value of mortgages and 


real estate, if any. 
(b) Number of units of investment of each 
type which are counted from asset cards 


or books. 
(c) Total number of units of investment. 
Unit cost for each type of investment. 
Total cost for each type of investment. 
(f) Margin of profit; this profit margin 


plus the unit costs should equal com- 
pensation. 


Trust Statement Division—upon 
receiving the analysis sheets from 
the trust asset division this division 
proceeds to: 


(a) Analyze bookkeeping cards for one-year 
period to obtain income and commis- 
sions, broken down as to personalty and 
real estate and transaction charges. 


(b) Obtain commission rate from book- 
keeping cards. 

(c) Add co-trustee’s commissions and enter 
total on form. 

(d) Note the one-year period from which 
income and commission figures were 
taken at top of analysis form. 

(e) Compute net profit or loss. 


(f) Note in spaces available on back of 
analysis form any collateral data such 
as number of statements rendered. 


Investment Division—fills in the 
investments in stocks and bonds, 
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using the latest approximate values 
as returned for personal property 
tax purposes and market, appraised 
or other fair valuations of nontax- 
able personal property. 


Docket Division and Central File 
—furnishes information as to the 
number of beneficiaries, termina- 
tion or withdrawal fees, agreement 
as to compensation, whether ac- 
count is revocable or irrevocable, 
names of co-fiduciaries, whether 
company was executor, etc. 


REVIEW AND FOLLOW-UP 


After the account analysis divi- 
sion has obtained complete factual 
data on an account and reviewed 
the instruments where necessary, 
the following additional steps of re- 
view and follow-up are necessary: 


(1) The account analyst should 
thoroughly discuss the cost-analysis 
with the administrator of the ac- 
count, obtain any necessary back- 
ground and review any collateral 
advantages accruing to the fiduciary 
from the account. At this point the 
analyst and the administrator 
should reach a definite conclusion 
as to the action to be taken. It 
would also be timely to review the 
investment portfolio for oveydiver- 
sification. 


(2) The cost-analysis form, with 
the proposed action indicated, 
should then be submitted to senior 
Officers of the trust department for 


review and approval of the recom- 
mendation. 


(3) With a definite decision 
reached as to the desired results, 
the administrator should then ar- 
range for an interview with the 
client. The account analyst attends 
this meeting and presents the case 
for consideration. The letter used 
in contacting parties in interest 
should be prepared by the account 
analyst and be typed by a member 
of the stenographic pool, if avail- 
able. This letter should carefully 
outline the factors involved—for 
example, increased operating 
expenses, present rate basis, com- 
position of the account, additional 
requirements of trustees, a sum- 
mary of gross income and commis- 
sions received during the analysis 
period, the estimated annual cost 
and the increased commissions de- 
sired (to bring the total charge up 
to what would be indicated for new 
business). Correspondence and cen- 
tral file information should be 
available when the letter is written. 
In some cases, where there is no 
response to the initial letter, the 
situation may permit merely writing 
another letter to the client inform- 
ing him that a rate increase has 
been effected as of a certain date. 


(4) If a definite decision is not 
reached at the first meeting with the 
client, the responsibility should rest 
with the account analyst to make a 
record of and follow up the negotia- 
tions. 
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(5) Accurate and complete 
records must be maintained on all 
accounts reviewed and the final re- 
sults obtained should be noted. 
Periodic progress reports should be 
submitted to senior officers showing 
commission adjustments during the 
period, by cumulative total and by 
individual administrators, and out- 
lining problems and matters of in- 
terest faced in the course of the 
work. 


(6) A procedure should be estab- 
lished for a definite, periodic follow- 
up of all accounts reviewed to 
determine that they continue on a 
satisfactory basis. 


WuatT ANALYSIS SUGGESTS 


The experience from an account 
analysis program will indicate that 
trust departments often have too 
many small accounts in which the 
number of investment units is un- 
necessarily large. If the number of 
units can be reduced, the work in- 
volved and the collection costs 
should also be reduced and, in many 
cases, the principal of the trust and 
the trust income will be enhanced. 
Whenever possible, at the time new 
accounts are accepted, small hold- 
ings should be liquidated but only 
with regard for proper diversifica- 
tion in each account. 


A reduction in the over-all num- 
ber of units of investment does not 
necessarily mean that expenses will 
be lowered concurrently. Where the 


number of units decreases and the 
total costs are relatively unchanged, 
the unit costs will, of course, be 
higher despite improved operating 
efficiency, but the capacity to 
handle additional business would be 
increased. This increase in capacity 
may well be put to good use. Under 
today’s conditions, trust organiza- 
tions must be geared to handle a 
larger number of smaller accounts 
and the trend toward pension plans 
and other means of security in the 
past two decades also has enlarged 
the potential market for trust ser- 
vices. 


There are two means of reducing 
the number of units: (1) by con- 
solidation of investments to avoid 
overdiversification, and (2) by the 
use of a common trust fund. Al- 
though primarily of value to smaller 
estates, these funds are generally 
adaptable to all but the largest 
trusts and their formation has led 
to substantial economies in many 
trust departments. 


RESULTS 


Experience has proven that trust 
clients are willing to pay for ser- 
vices rendered, provided the same 
are efficient and satisfactory. In 
one survey increased commissions 
were obtained in 90 per cent of the 
requests while only nine accounts 
were withdrawn as a result thereof. 
Such results reflect careful analysis 


(Continued on page 18) 
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Effective Accounting Routines 


By H. G. 


Try this check list in your own 
business. Be honest with yourself 
and don’t prepare excuses as you go 
along: 

1. Is it necessary to make a large number 


of “adjustments” to close the books— 
monthly, or annually? 


2. Are you dissatisfied with or unsatisfied 
by the data supplied by accounting; and 
does it become available too late to be 
as effective as it should be? 


3. Do you feel that there are too many 
clerks, junior executives, and managers 
in the accounting department? 


4. Have you received suggestions from your 
independent auditors that there are indi- 
cated weaknesses of internal control or 
in accounting procedures—which you 
have ignored? 


If the answer to any of these 
questions is “‘yes,’” your business 
may be suffering from inefficiency 
in accounting routines. Not neces- 
sarily, in all cases, but the presump- 
tion exists, and those responsible for 
the discharge of the accounting 
function are on the defensive. 


CLOSING ADJUSTMENTS 


Why should accounting clerks 
and supervisors work late every 
evening for a week each month to 
prepare adjustments necessary to 
close the books and take off financial 
statements? Do they accumulate 
a file of working papers in this clos- 
ing which is larger than the general 


BOWLES 


records themselves? Most closing 
adjustments can be eliminated by 
designing basic accounting routines 
and accounts in such a way that the 
balances desired for statements are 
produced automatically through 
the bookkeeping processes, of clas- 
sification and summarization of 
transactions. Data for financial 
statements usually can and should 
be obtained directly from account 
balances within a few working days 
of the period end. 


THE PRACTICAL PROBLEM 


This may sound theoretical and 
visionary to an executive who has 
struggled with the practical problem 
for many years. But has this same 
executive approached the problem 
solely from the viewpoint of wheed- 
ling, coaxing, and bullying person- 
nel to “get off the dime” and get 
the reports out, regardless of over- 
time work and the physical limita- 
tions of their strength? In between 
closings has he turned a deaf ear to 
suggestions for an over-all survey of 
accounting practices and pro- 
cedures; a redesign of general ac- 
counts and accounting routines 
which might reasonably be expected 
to solve his problem permanently? 

It is difficult for executives to 
view the problem of quick and easy 
closings objectively. They imagine 
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that their situation is unique, un- 
usual, or peculiar, and that it would 
be practically impossible to over- 
come it. Inventory valuations and 
all sorts of product costing compli- 
cations are offered as valid reasons 
for the personal attention of man- 
agement as a prelude to determining 
income for the period. 


THE SOLUTION 


Nevertheless, in most cases, it 
will be found that whatever man- 
agement does to solve these prob- 
lems, if done consistently, can be 
resolved into well-defined patterns 
and reduced to writing as formal 
accounting policies. Once this has 
been accomplished, the problems 
can be eliminated by incorporating 
such policies within the accounting 
routines. 


THERE ARE EXCEPTIONS 


To be sure, there are situations in 
which the period and year-end 
financial statements cannot be pro- 
duced quickly. There may be 
fundamental weaknesses in organi- 
zation so that no one has the needed 
authority to control the recording 
of data in all divisions and loca- 
tions, and the issuance of company- 
wide financial statements must 
await data from accountants under 
different administrative sections. It 
is also possible that the advantages 
of delaying decisions on some ques- 
tions far outweigh the disadvantage 
of not issuing financial statements 


promptly. But these exceptional 
situations ‘‘prove the rule” by 
demonstrating that, in their ab- 
sence, the closing can and should be 
accomplished quickly and easily. 


THE CLOSING TIMETABLE 


Closing dates for cash receipts, 
cash disbursements, accounts re- 
ceivable, accounts payable, and ac- 
cruals of expenses must be definite 
and attainable. 


If you establish the third or 
fourth working day each month as 
a deadline for mailing statements 
to customers, for example, clerks 
and supervisors responsible will 
either learn how to do it or tell you 
why it can’t be done. If the fault 
lies in billing information, then the 
sales department is remiss and 
needs to perfect its own routines. 
If volume is the reason, then billings 
can be cut off at the twenty-fifth of 
the preceding month. Where there’s 
a will, there’s a way. 


But you can’t have your cake 
and eat it too. Management which 
is so avid for sales and a “good 
showing”’ for the month or period 
may follow the undesirable practice 
of keeping the sales register open for 
half of the following month and 
obviously will not have timely clos- 
ings. This goes for the cash results 
as well. If cash receipts are held 
open to make a better collection 
record, and cash disbursements to 
improve the current ratio position 
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on the balance sheet, the statements 
can’t be issued on time. 


ACCOUNTS PAYABLE 


The most frequent stumbling 
block is accounts payable. “How 
can we get creditors to send bills?” 
is the standard question. There are 
lots of things you can do to get 
creditors to send bills promptly, 
and, even if these measures don’t 
work too satisfactorily, there are 
alternate routines which can be 
adopted. Do you require priced 
purchase orders for all materials 
and services? Do you have receiv- 
ing reports issued daily for materials 
delivered to your several receiving 
docks? Can’t a clerk summarize 
“open’”’ purchase orders and goods 
received but not invoiced in a 
matter of a few hours? You can 
read electric and gas meters at the 
end of the period and compute the 
portion of the bill you will ulti- 
mately receive which applies to 
that period. Is your telephone bill 
so uncertain that you can’t make 
a fair estimate? It may be, but if 
so, yours is an unusual case. 

In making estimates for unbilled 
services or Other expense items, 
some regard for accuracy is cer- 
tainly in order, but estimates re- 
liable for all practical purposes in 
relation to business volume need 
not be exact. The test is signifi- 
cant. The order of magnitude of 
possible error in estimates can be 
compared with that of final results 
which they influence. 


ACCOUNTING PERSONNEL 


The closing timetable gives em- 
ployees a basis for planning and 
arranging their work. They will 
make it, if it’s reasonable. The 
alternative “‘wait for the boss to 
tell us when to close” prevents 
advance planning and arranging, 
results in excessive night work, 
time-wasting dinners out, and de- 
creased efficiency during the normal 
work day. The only incentive is 
an emergency order from the boss, 
and the accounting department 
may come to view all of its output 
in terms of production under 
emergency or near-emergency con- 
ditions. With an established closing 
timetable, on the other hand, each 
clerk and subordinate can be held 
responsible and the establishment of 
performance ratings becomes prac- 
ticable. Accounting personnel com- 
pete with each other in a friendly, 
orderly rivalry, and develop ways 
and means for meeting their dead- 
line dates. 


The advantages of normal func- 
tioning over closings under emer- 
gency conditions are obvious. 


Deterioration in morale of ac- 
counting personnel springs from 
closing date uncertainties. Why 
should the accounts payable super- 
visor be expected to extend himself 
to meet a closing date when he 
knows, from experience, that the 
closing will be delayed another 
week or so anyway, while the boss 
contemplates his options in pro- 
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viding for inventory overstocks, 
obsolescence, and price mark-downs? 


SALES POLICY DATA 


Does the sales department have 
enough current data about product 
and territorial sales and personnel 
obtaining them to intelligently for- 
mulate and direct sales policy? 
Or must it be guided by intuition 
and rule of thumb stabs in the dark, 
with sad confirmation of bad guesses 
which could have been avoided if 
data had been available in time. 

Do some territorial warehouses 
have three years’ product supply 
while others are unable to deliver 
pending sales orders? 


PRODUCTION COSTS 


Does production have reliable 
unit costs; costs which are current, 
rather than “as of” six months or a 
year ago; costs which provide a 
yardstick of manufacturing effici- 
ency, which point to performance 
responsibility? 


PURCHASING 


Does accounting provide produc- 
tion with material and supplies 
position data soon enough to avoid 
shortages as well as overstocks and 
to give purchasing its requirements 
by locations soon enough to procure 
the materials and have them de- 
livered when and at the point 
needed? 





BUDGETING 


Is the budget staff forced to esti- 
mate more blindly because delayed 
closings forestall the use of data 
which timely closings would have 
supplied? 


THE ACCOUNTING FUNCTION 


The time is long past when the 
accounting function was narrowly 
restricted to the historical recording 
of financial transactions without 
regard to operating problems in 
sales, purchasing, and production, 
and without foresight of later needs 
for tax reporting and the many 
other reports required for govern- 
mental agencies or other purposes. 
All of these needs can normally be 
met through proper design and 
integration of basic accounting rou- 
tines. The data are the same for 
all purposes. But unless the data 
are assembled and classified and 
aggregated intelligently, they may 
serve only one need. Someone may 
then be assigned to dig out the 
information needed for a renego- 
tiation report, or a tax schedule, 
or a sales tax report, or a report to 
a state commission. The analysis 
and probing to search out the neces- 
sary figures may be far more costly 
than the summarization of such 
data, in the first instance, from 
source records as one of the ac- 
counting routines. 


EXCESSIVE DEMANDS 


Sales department and production 
departments may want one analysis 
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this month and another next month. 
The president may be calling more 
or less constantly for varied types 
of analyses and projections. Uncon- 
trolled demands upon accounting 
cannot be met economically through 
accounting routines. The fault in 
these situations lies in the sales, 
the production, and the executive 
departments. 


REASONABLE REQUIREMENTS 


Agreement is needed as to what 
data sales, production and the 
executive need and must have from 
accounting every period. Why 
should sales, production, and execu- 
tive departments be permitted to 
incur large expenditures for special 
studies and analyses of accounting 
data capriciously or on the mere 
chance that such data may be 
helpful or interesting? Let them 
make up their minds what -their 
minimum needs are. Then account- 
ing can integrate such needs into 
the basic accounting routines and 
turn out the reports and the state- 
ments and the analyses quickly and 
easily. It is neither efficient to 
reduce all conceivable needs for 
figure data to basic accounting 
routines nor to depend upon supple- 
mental analyses, and retroactive 
digging into the records, for all 
data other than primary financial 
reports. Accounting efficiency re- 
quires the happy wedding of the 
two. The reasonable minimum 
needs of operating and other depart- 


ments can be efficiently integrated 
into accounting routines. 


DETERIORATION IN ACCOUNTING 
PERFORMANCE 


Accounting routines have a con- 
stant tendency to deteriorate. This 
tendency is so strong, and so per- 
sistent, that deterioration in ac- 
counting procedures may be said 
to be inevitable unless - periodic 
over-all review is intelligently 
exercised. 

There are two basic causes of 
deterioration. One results from the 
constantly changing pattern of busi- 
ness activity, and lies in the failure 
to properly integrate new pro- 
cedural and record requirements 
into an accounting and internal 
control system. The other, the 
very human element of failure by 
accounting personnel to faithfully 
carry out instructions. 


CHANGING DEMANDS ON 
ACCOUNTING 


How many enterprises, engrossed 
in their early years with the struggle 
for continued existence, have looked 
upon accounting as a necessary 
evil, an unavoidable overhead, 
whose cost should be held to the 
irreducible minimum? As_ these 
enterprises grew and expanded, 
their enlarged qualitative account- 
ing needs were often met by 
expediency measures, step by step. 
Changing conditions in financing, 
in governmental demands for taxes, 
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for reports, for compliance with 
regulatory measures, in develop- 
ment of new competitive products 
and services, superimposed ever 
mounting demands upon quanti- 
tative accounting which may often 
have been similarly met by expedi- 
ency measures. The resulting crazy- 
quilt patchwork twenty years later 
has been aptly described by one 
business executive as “‘our account- 
ing is a mess.” 

One need only consider the 
changes in payroll accounting ne- 
cessitated by payroll taxes, with- 
holding income taxes, and 
deductions for union dues under 
closed shop agreements, to realize 
the impact of changing conditions 
in the conduct of business enter- 
prise upon accounting routines. 


Is THERE A SYSTEM? 


We may group businesses gener- 
ally into two categories—those 
which have never troubled to devise 
or install a properly integrated 
system of accounting routines and 
internal control, and those which 
either initially or at some interim 
point in their development did 
install such a system. 


THE COMMON RESULT 


Incredible as it may sound, the 
accounts of both types frequently 
reach a common state of confusion, 
inefficiency, and loss of vital con- 
trols, the outgrowth of unskilled 
adaptation to the ever-changing 


pattern of business activity. The 
same executive who authorizes a 
large expenditure for a proper 
accounting system installation 
seems strangely complacent about 
the subsequent modification and 
revision which necessarily goes on 
after it is once put into operation. 
Who makes the decisions for the 
changes? Frequently personnel in- 
capable of designing and installing 
an accounting system and, there- 
fore, at least inferentially, incapable 
of understanding the possible con- 
sequences of the changes which 
they make. 


HUMAN FAILURE 


As to human failure, it is only 
natural for a clerk, observing that 
an inadvertent omission of a proce- 
dure was undetected by supervision, 
to experiment by omitting the same 
or other procedures intentionally. 
He may not understand why the 
procedures were laid down in any 
event, and may merely wish to save 
unnecessary work. Innocent and 
purposeful omissions serve equally 
as erosive agents. 

When this has happened and new 
personnel takes over from such a 
clerk, the replacement quite natur- 
ally does no more than his prede- 
cessor and can scarcely be charged 
with failure to do something which 
he didn’t know he was supposed to 
do. Replacement personnel in 


supervisory positions may be simi- 
larly in ignorance of all the checks 
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and balances initially keyed into 
accounting routines. 

Within the general classification 
of human failure, we must also 
place those persistent causes of 
deterioration in accounting routines 
which spring from personal idio- 
syncracies of accountants and ac- 
counting clerks. No two work 
exactly in the same way and the 
cumulative effect of a succession of 
personnel changes may be the loss 
of an internal control check or the 
failure to accumulate a needed 
classification of data. This can be 
both embarrassing and expensive 
if it remains undetected for any 
considerable period. 


PAPER WORK FLOW 


If 20% of the time of an office 
staff is spent in transporting docu- 
ments and records from one end of 
a large office to the other for suc- 
cessive steps in the recording and 
summarization of large volume fi- 
nancial transactions, the cure does 
not lie in equipping personnel with 
roller skates, which, to be sure, 


might speed things up a bit, but 
in a sensible reassignment of desk 
space to personnel so that the paper 
work flow runs naturally from desk 
to desk. 

But don’t imagine, once an effec- 
tive paper work flow has been 
installed, that it will continue 
indefinitely. The same two ele- 
ments of changing business condi- 
tions and human failure will operate 
remorselessly and ceaselessly to 
undermine its effectiveness. 


THE PRICE OF EFFICIENCY 


It is hoped that the very general 
observations already presented dem- 
onstrate both the impermanency 
and the innate trend to deteriora- 
tion which attach to quantitative 
and qualitative accounting proce- 
dures, practices, methods, systems, 
routines, and paper work flow 
organization. It is hoped also that 
some insight into protective mea- 
sures may have been conveyed. 

In preservation of accounting 
efficiency as in human liberty, the 
price is eternal vigilance. 


oS 
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The Prize-Winning Articles 
for 1953 


The firm is pleased to announce the winners for 1953 for the 
best articles by a staff member published in the L. R. B. & M. 
JOURNAL. The selections were made by persons associated with 
the New York State Society of Certified Public Accountants, 
and are as follows: 


First Prize—$1,000. Awarded to Godfrey W. Welsch for 
his article entitled ‘“The Tax Aspects of the Owner- 
ship of Interests in Oil and Gas.” 


Second Prize—$500. Awarded to Gilbert R. Byrne for his 
article entitled “Accounting Judgment.” 


The firm also offers prizes of like value for articles published 
in the Journal of Accountancy. It is hoped that in 1954 there 
will be competition for these prizes as well as for those offered 
by the L. R. B. & M. JOURNAL. 
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The purpose of this journal is to communicate to every member of the staff and office, 

plans and accomplishments of the firm; to provide a medium for the exchange of 
to encourage and maintain a proper spirit 
of cooperation and interest, and to help in the solution of common problems. 
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Wharton Evening School—Golden Anniversary 


The celebration of the Golden Wharton School at the University 
Anniversary of the Evening School 
of Accounts and Finance of the 


Editorials 


of Pennsylvania took place on 


April 26th, 1954. 
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It is of interest to our organiza- 
tion that this School was an out- 
growth of the evening classes, which 
first met in our Philadelphia Office, 
and was organized under the direc- 
tion of the Committee of Education 
of the Pennsylvania Institute of 
Certified Public Accountants. The 
Committee membership consisted 
of J. E. Sterrett, Chairman, Adam 
A. Ross and A. L. Sellers; and 
William M. Lybrand and Robert H. 
Montgomery were on the faculty. 


First Founder’s Medal 
Presented 

The Founder’s Medal of the Fair- 
child Tropical Garden was pre- 
sented for the first time to Dr. 
Harold S. Moore, Jr., of Cornell 
University, for his work on palms 
around the world. The medal 
bears the portrait of Col. Robert 
H. Montgomery, Founder of the 
Garden, and is a gift of Mrs. Nell 
Montgomery. It is reproduced on 
the opposite page. 





A Program for Trust Cost Analysis 


(Continued from page 8) 


and presentation of justification for 
additional compensation. 

The compilation of detailed data 
and the careful analysis of informa- 
tion obtained can be accomplished 
only through the full cooperation 
and support of senior officers, ad- 
ministrators and members of the 
trust divisions concerned. How- 
ever, the benefits to be derived from 
a program of this kind undoubtedly 
justify full consideration of the sub- 
ject and the increased commissions 
are not the only benefits obtained 
from an account survey. 

The detailed study of accounts 
and the discussion of varied cases by 
all concerned points the entire staff 
toward becoming cost, as well as 
commission, conscious. The pro- 





gram may reveal the existence of a 
wide variety of rates for similar 
types of accounts and services de- 
veloped over a period of years, em- 
phasizing the value of an analysis 
program to provide uniform rate 
quotations. While there may be 
limitations regarding some accounts 
which are serviced at a loss despite 
maximum rates, prospective busi- 
ness should be considered as to 
whether it is desirable and profit- 
able. The account analysis program 
also emphasizes the need for and 
encourages the extension of use of 
the common trust fund as a means 
of enabling more trust companies to 
provide better services with greater 
assurance of receiving reasonable 
compensation. 





FOUNDER’S MEDAL 
FAIRCHILD TROPICAL GARDEN 














Boston Office 


Mr. John B. Moore was recently 
reelected, for the seventh 3-year 
term, to the Board of Water Com- 
missioners of the Town of Milton. 
He is also Trustee and Treasurer 
of the Public Library of that town 
and is Chairman of the Draft 
Board, on which he has served 
almost continuously since 1940. 

At the September meeting of 
the Massachusetts Society of Certi- 
fied Public Accountants, Mr. Joseph 
B. Fyffe was one of six members 
who presented practical problems 
based on actual audit cases. Mr. 
Fyffe’s case (on discrepancies in an 
acquired inventory) and two of 
the others were published in the 
November Bulletin of the Society. 

Honorary membership in the 
State Society Executives’ Asso- 
ciation of the American Institute 
of Accountants was conferred upon 
Mrs. Ruth M. Welton on February 
3, 1954. The Massachusetts So- 
ciety of Certified Public Account- 
ants made Mrs. Welton an honorary 
member on March 29, 1954. 

Mr. Perry has been elected a 
Member of the Board of Directors 
of the United Community Services 
of Metropolitan Boston. 


Cleveland Office 
Messrs. Alfred W. Lindstrom and 
Nels E. Scheel have received their 


C. P. A. certificates from the State 
of Ohio. 





On November 23, 
James P. Colleran 


1953, Mr. 
addressed a 
meeting of the Cleveland Chapter 
of the American Society of Women 
Accountants on the subject “Pro- 
posed Changes in the Income Tax 
Law.” 


New York Office 


The following men suecessfully 
completed the November 1953 
C. P. A. examinations in the State 
indicated: 

Babson, Jr., Stanley M. (N. Y.) 
Donahue, Joseph E. (N. Y.) 
Heffernan, Willard F. (N. Y.) 
Krupka, Alfred J. (N. Y.) 
Markendorf, Malcolm H. (N. J.) 


Philadelphia Office 


Een ee 

Mr. Frank R. Kincaid, a former 
member of our Philadelphia organi- 
zation, passed away on March 12 
at the age of 74. He had been with 
us for thirty-three years at the 
time of his retirement in 1951— 
first as a member of the accounting 
staff and later in our own account- 
ing department. Frank was one 
of our most popular associates— 
a strict disciplinarian with a keen 
sense of humor. Many of our 
present staff received their first 
instructions and training from 
Frank. He was greatly missed from 
our active staff—he will be even 
more greatly missed from this time 
on. The sympathy of the Philadel- 
phia Office is extended to his family. 

RRR 
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Mr. Mahon spoke during January 
at the following Chapter meetings 
of the National Association of Cost 
Accountants: 


Milwaukee, Wis.—‘‘The Effect of Taxes on 
Business Planning.” 


Minneapolis-St. Paul—‘‘Business Tax Prob- 
lems.”’ 


Rockford, Ill.—‘‘Taxes.”’ 


Mr. Mahon’s book, ‘State Taxa- 
tion of Corporations in Pennsyl- 
vania” (revised edition) is off the 
press. 

Mr. Philip J. Taylor, as a panel 
member, at the March 22 meeting 
of the Philadelphia Chapter of 
Pennsylvania Institute of C. P. A.s, 
spoke on the subject “How to 
Review a System of Internal 
Control.” 

On April 1, the Philadelphia 
partners gave a luncheon to Roger 
F. Burd, who will take charge of 
the Baltimore Office beginning April 
5. Notwithstanding his change of 
domicile, Roger will always be 
considered a member of the Phila- 
delphia organization, and his 
friendliness and fine personality 
will contribute much to the con- 
tinued success of the Baltimore 
Office. 

Mr. Herman C. Heiser addressed 
Chapters of the National Associa- 
tion of Cost Accountants on “Direct 
Costing” at Easton, Pa., on Febru- 
ary 19, and at Harrisburg, Pa. on 
March 23. On April 6 he spoke on 
“‘Management’s Responsibility in 
Cost Reduction” at the 7th Annual 


Conference of the Production 
Committee of the Industry and 
Transportation Department of the 
Chamber of Commerce of Greater 
Philadelphia, Philadelphia, Pa. 

Mr. Hewitt is a member of the 
Advisory Committee of the Insti- 
tute of State and Federal Taxation 
of Dickinson College. 

The following members of the 
Philadelphia Office staff have been 
accepted for membership in the 
organizations listed: 


American Institute of Accountants 
Raymond E. Graichen 
Robert S. Haas 
William B. Keast 
Robert H. E. Lauer 
Sadao Miyamoto 
Richard J. Niederriter 
George P. Warren, Jr. 
Frank A. Zagiba 
Pennsylvania Institute of C.P.A.s 
John L. Scheip 
George P. Warren, Jr. 
National Association of Cost Accountants 
William G. Casey 
Frank J. Keenan 


Pittsburgh Office 
Mr. Bower has been elected a 


director of the Pittsburgh Chapter 
of N. A.C. A. 


Seattle Office 
Time Magazine and the Seattle 
Chamber of Commerce selected 
Mr. W. J. Pennington as a “News- 
maker of the Future,” as one 


whose professional and civic activi- 
ties indicated his name would make 
news in the coming years. 
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Members of the firm and staff 
listed among the officers and Com- 
mittees of the American Institute of 
Accountants for the year 1953-1954 
are as follows: 


Mr. R. G. Ankers—Committee on Ac- 
counting Personnel 


Mr. Bardes—Member of Board of Ex- 
aminers 

Mr. Burke—Committee on Membership 

Mr. Harvey—Committee on Auditing 
Procedure 

Mr. Hewitt—Member of Council, Com- 
mittee on Professional Ethics 

Mr. Hobbs—Committee on Membership 


Mr. Huss—Committee on Coordination 
of Activities of State and National 
Organizations 


Mr. Jennings—Member of Council, Ex- 
ecutive Committee, Committee on 
Technical Sessions (Chairman), 
Budget and Finance, Member of 
Board of A. I. A. Foundation 


Mr. 


Mr. 





Lenhart—Committee on Account- 
ants’ Liability and Liability In- 
surance, Foreign Affairs 


Mahon—Subcommittee on Tax 
Administration 


. F. E. Moore—Committee on 


Membership 

. Noell—Committee on National 
Defense 

. Perry—Committee on Accounting 
Procedures 

. Richardson—Committee on Nom- 


inations, Relations with Bar (Chair- 
man) 


. Ross—Committee on History 
. Schaffer—Committee on Account- 


ing Principles for Income Tax 
Purposes (Chairman) 


. Sinclair—Member Trial Board, 


Chairman A. I. A. Insurance Trust 


. J. W. Voris—Committee on Mem- 


bership 


. S. W. White—Committee on Col- 


lege and University Accounting 





